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PREFACE 

This  report  summarizes  uniform  accounting  data  obtained  by  Frazer 
and  Torbet  under  contract  with  the  U.S.  Department  of  Agriculture.  The 
contract  was  administered  by  R.  W.  Hoecker,  Chief,  Wholesaling  and 
Retailing  Research  Branch,  Transportation  and  Facilities  Research 
Division.  The  authors  wish  to  express  special  appreciation  to  Daniel  J. 
Bartz,  certified  public  accountant  formerly  with  Frazer  and  Torbet  and  now 
head  of  Daniel  J.  Bartz  and  Associates,  Milwaukee,  Wis.,  for  his  work  in 
collecting  and  summarizing  the  data  used  in  this  report. 

Special  credit  is  also  due  the  National-American  Wholesale  Grocers' 
Association,  the  United  States  Wholesale  Grocers'  Association,  the  Inde- 
pendent Grocers  Alliance,  the  Red  and  White  Corporation,  and  the  Coopera- 
tive Food  Distributors  Association  for  sponsoring  seminars,  training  pro- 
grams, and  special  meetings  to  encourage  wholesaler  participation  in  this 
project. 

An  important  byproduct  of  this  study  has  been  that  these  trade 
associations  have  continued  the  annual  financial  comparisons  of  whole- 
salers, and  the  number  of  participating  wholesalers  continues  to  grow. 
This  indicates  the  need  for  financial  operating  data  on  a  uniform  basis. 

Names  of  commercial  enterprises  are  used  in  this  publication  solely 
to  provide  specific  information.  Mention  of  an  enterprise  does  not  con- 
stitute a  guarantee  or  warranty  and  does  not  signify  approval  by  the 
Department  to  the  exclusion  of  other  organizations. 
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SUMMARY 

Accounting  data  kept  on  a  uniform  basis  were  obtained  for  1962  from 
50  above-average  voluntary  and  cooperative  group  wholesale  food  distrib- 
utors and  for  1963  from  48  distributors.  These  data  were  summarized 
by  size  of  business  and  by  major  departments.  Several  standard  operating 
ratios  were  also  examined  for  the  purpose  of  developing  meaningful 
relationships. 

In  1963,  the  average  gross  margin  on  sales  for  48  voluntary  and 
cooperative  group  wholesale  food  distributors  was  6.54  percent  of  sales. 
Large  firms  (total  annual  sales  over  $25  million)  had  the  lowest  average 
gross  margin  (6.28  percent)  and  small  firms  (total  annual  sales  less  than 
$10  million)  had  the  highest  (6.98  percent) . 

In  1963,  the  average  gross  margin  for  the  grocery  department  in  the 
48  firms  handling  groceries  was  5.10  percent;  for  the  produce  department  in 
the  24  firms  handling  produce  it  was  10.08  percent;  for  the  frozen  food  de- 
partment in  the  27  firms  handling  frozen  food  it  was  9.16  percent;  for  the 
meat  department  in  the  30  firms  with  meatpacker  shipment  programs  it  was 
2.20  percent;  and  for  the  cash-and-carry  department  in  the  13  firms  with 
cash-and-carry  operations  it  was  4.46  percent. 

The  small  firms  had  the  highest  operating  expense  (as  a  percentage  of 
sales)  in  all  departments  other  than  produce  (for  which  they  had  the 
lowest)  and  cash-and-carry.  The  large  firms  had  the  lowest  operating 
expense  in  grocery,  frozen  food,  and  meatpacker  shipment  departments 
and  the  highest  in  produce  and  cash-and-carry  departments.  The  medium 
sized  firms  (total  annual  sales  from  $10  to  $25  million)  had  the  lowest 
operating  expense  in  the  cash-and-carry  department. 

The  small  firms  had  the  lowest  operating  income  before  taxes  (as  a 
percentage  of  sales)  in  all  departments  except  frozen  foods.  The  large  firms 
had  the  highest  operating  income  before  taxes  in  all  departments  other  than 
the  grocery  department.  The  medium  size  firms  had  the  lowest  operating 
income  before  taxes  in  the  frozen  food  department  and  the  highest  in  the 
grocery  department;  this  resulted  in  their  having  the  highest  operating 
income  before  taxes  from  the  total  business. 

An  analysis  of  commonly  used  operating  ratios  showed  (1)  the  firms 
were  making  a  profitable  return  on  investment;  (2)  there  was  no  apparent 
relationship  between  return  on  investment  and  the  ratio  of  long-term  debt 
to  net  worth;  (3)  the  firms  had  current  ratios  relatively  close  to  the  usually 
accepted  standard  of  two  to  one;  and  (4)  handling  expenses  were  related 
to  annual  inventory  turnover  rate. 
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A  COMPARISON  OF  FINANCIAL  OPERATING  DATA 
OF  AFFILIATED  FOOD  WHOLESALERS 

By  Jack  L.   Bl  \\\\  and  JOHN  C.   Km  ma,  Marketing  specialists,   Transportation 
and  Facilities  Research   Division,  Agricultural  Research   Sarin 

INTRODUCTION 


Since  the  end  of  World  War  II,  dramatic 
changes  have  taken  place  in  the  food  distribu- 
tion business  in  the  United  States.  In  1947, 
corporate  chainstore  organizations  had  37  per- 
cent of  all  retail  food  store  sales,  independent 
retailers  had  34  percent,  and  affiliated  retailers 
29  percent  (see  table  1).  During  the  ensuing 
years  affiliated  food  stores  emerged  as  the  lead- 
ing group  in  share  of  total  retail  food  sales. 

Table   1. — Percent  of  total   retail    ><>od  store 
sales  by  type  of  ownership,  19U7  and  196U  ' 


Type  of  ownership 

1947 

1964 

Corporate  chain 

Percent 
37 
34 
29 

Percent 
41 

Independent  retailers 

9 

Affiliated  retailers 

50 

Total  retail  food  sales 

100 

100 

1  Progressive  Grocer,  April  1965. 

Affiliated  retailers  participate  with  their 
major  wholesale  suppliers  in  a  group  advertis- 
ing program  and  use  a  common  store  name. 
They  include:  (1)  retailers  participating  in  a 
voluntary  group  program  sponsored  by  a  whole- 
saler such  as  IGA,  Red  and  White,  Food  Land, 
and  Super  Valu;  and  (2)  retailers  who  cooper- 
atively own  the  wholesaler  business  such  as 
Associated  Grocers  and  Spartan. 

Accompanying  the  change  in  retail  food 
stores  was  a  change  in  the  wholesale  food  busi- 
ness. In  order  to  establish  a  complete  supply 
center  and  a  complete  advertising  program  for 


their  retailers,  wholesalers  expanded  their  serv- 
ice programs  and  added  perishable  foods  to  their 
product  lines. 

Research  with  wholesalers  sponsoring  affili- 
ated retailers  indicated  the  need  to  establish  a 
uniform  accounting  system  that  would  provide 
wholesalers  with  data  they  could  use  to  compare 
their  efficiency  with  that  of  other  wholesalers 
having  a  similar  program  and  operating  under 
similar  conditions.  In  1961  the  U.S.  Department 
of  Agriculture  published  Marketing  Research 
Report  No.  454,  entitled  "Improved  Accounting 
Methods  for  Wholesale  Food  Distributors," 
which  could  be  used  by  these  wholesalers  to 
establish  a  uniform  chart  of  accounts.  During 
1962  and  1963  a  contract  was  initiated  under 
which  48  wholesalers  sent  confidential  state- 
ments to  Frazer  and  Torbet,  certified  public 
accountants,  who  accumulated  uniform  data. 

This  report  summarizes  the  data  obtained 
from  the  48  wholesalers  according  to  three 
business  volume  groups  and  five  departments — 
groceries,  produce,  frozen  foods,  meats,  and 
cash-and-carry.  These  data  do  not  form  a 
statistically  representative  sample  of  the 
industry.  In  all  probability,  only  the  more 
cooperative  and  astute  wholesalers  participated 
in  the  uniform  accounting  data  comparison,  and 
the  resulting  information  in  this  report  will 
probably  reflect  operations  of  the  better  whole- 
sale food  distributors.  It  is  believed  that  the 
data  presented  in  this  report  will  provide  realis- 
tic goals  for  wholesalers  interested  in  reducing 
the  cost  of  operation. 


DEFINITION  OF  TERMS   IN  TABLES 


Terms  used  in  the  tables  are  defined  below  to 
eliminate  confusion  that  may  arise  because  of 
the  lack  of  uniformity  in  accounting  procedures. 
The  terms,  except  size  of  firms,  used  throughout 
this  study  are  those  developed  in  Marketing 
Research  Report  No.  454,  "Improved  Account- 
ing Methods  for  Wholesale  Food  Distributors," 
which  formed  the  basis  for  uniform  accounting 
among  the  firms  reporting. 

Figures  in  parentheses  under  operating 
revenue  and  operating  expenses  indicate  nega- 
tive revenue  or  expenses  which  must  be 
subtracted  to  obtain  totals.  Figures  in  paren- 
theses opposite  operating  income  before  taxes 
indicate  a  loss  from  operations. 

Size   of   Firms 

Firms  are  classified  as  small,  medium,  or 
large  according  to  total  sales  volume  as  shown 
below : 

Small     =Firms  with  less  than  $10  million 

total  annual  sales. 
Mediums  Firms  with  $10   to  $25  million 

total  annual  sales. 
Large    = Firms  with  over  $25  million  total 
annual  sales. 


Net   Sales 

Net  sales  are  all  sales  of  merchandise,  equip- 
ment, and  store  supplies  in  the  normal  course 
of  business,  including  those  shipped  direct  to 
retailers  from  suppliers  and  invoiced  through 
the  wholesale  food  distributors,  less  the  value 
of  merchandise  returned  and  allowances  for 
breakage  or  damage. 


Service   Fees 

Service  fees  are  charges  to  customers  under 
the  cost-plus  and  drop-shipment  types  of  selling 
plan.  Under  both  plans,  fees  are  credited  to  the 
appropriate  department. 


Total   Sales 

Total  sales  consist  of  sales  of  merchandise, 
equipment,  store  supplies,  and  service  fees. 


Cost   of  Goods    Sold 

Cost  of  goods  sold  represents  the  cost,  includ- 
ing freight  but  before  cash  discounts,  of  the 
merchandise  sold,  including  equipment  and 
store  supplies.  The  cost  of  goods  sold  is  deter- 
mined by  adding  the  value  of  goods  purchased 
during  the  period  to  the  value  of  inventory  on 
hand  at  the  beginning  of  the  period  and  sub- 
tracting the  value  of  inventory  on  hand  at  the 
end  of  the  period. 

Gross   Margin   on    Sales 

Gross  margin  earned  on  sales  is  determined 
by  deducting  the  cost  of  goods  sold  from  total 
sales. 

Operating   Revenue 

Operating  revenue  consists  of  net  income 
from  advertising,  purchase  discounts,  and  other 
income  sources  such  as  retail  accounting,  print- 
ing, retail  development,  commissions,  store 
engineering,  manufacturing,  store  insurance 
programs,  training  programs,  and  cafeterias. 

Advertising 

Advertising  revenue  is  obtained  by  subtract- 
ing the  expense  of  the  advertising  department 
from  the  income  of  the  department.  Advertis- 
ing expenses  include  expenses  for  handbills, 
newspaper,  radio,  and  other  advertising,  ad- 
vertising paid  to  retailers,  and  the  operating 
expenses  of  the  advertising  department.  Ad- 
vertising revenue  includes  fees  from  members 
(charges  against  retailers  for  advertising)  and 
income  from  advertising  national  and  special 
brands. 

Purchase   Discounts 

Purchase  discounts,  or  cash  discounts  as  they 
are  sometimes  called,  are  discounts  on  the  pur- 
chase price  of  merchandise  when  bills  are  paid 
within  the  stipulated  time  period.  Taking 
advantage  of  purchase  discounts  in  the  whole- 
sale food  distribution  business  may  mean  the 
difference  between  operating  at  a  profit  or  a 
loss. 


A  COMPARISON  OF  FINANCIAL  OPERATING   DATA  OF  AFFILIATED  FOOD  WHOLESALERS 


Total    Margin    ami    Revenue 

Total  margin  and  revenue  is  the  sum  of  gross 
margin  earned  on  sales  and  of  operating  reve- 
nue. 

Operating    Expenses 

Total  operating  expenses  consist  of  expenses 
of  merchandising  and  those  related  to  inventory 
(called  turnover  expenses),  selling,  warehouse, 
delivery,  administrative,  and  building  expenses. 
In  addition  to  these,  two  other  accounts  appear 
in  operating  expenses:  "delivery  income,"  which 
is  shown  as  a  revenue  offsetting  delivery  ex- 
pense, and  "other  expense"  which  includes 
minor  expenses  and  expenses  occurring  infre- 
quently that  do  not  justify  opening  separate 
accounts. 

Merchandising  (Buying)  and  Turnover 

Expenses 

Merchandising  expense  consists  of  salaries  of 
officers,  supervisors,  and  clerical  staff  involved 
in  buying  as  well  as  expenses  related  to  the 
merchandising  function  such  as  compensation 
insurance,  payroll  taxes,  traveling  expenses, 
telephone  and  telegraph,  dues  and  subscriptions, 
auto  rental  expense,  and  miscellaneous  expense. 

Turnover  expense  consists  of  interest,  taxes, 
and  insurance  paid  on  inventory- 

Selling   Expense 

Selling  expense  consists  of  salaries  of  officers, 
supervisors,  and  clerical  staff  associated  with 
the  sales  department  as  well  as  salemen's  com- 
missions, compensation  insurance,  payroll 
taxes,  stationery  and  printing,  traveling  ex- 
pense, telephone  and  telegraph,  price  books  and 
bulletins,  dues  and  subscriptions,  special  pro- 
motions, insurance  and  fidelity  bonds,  auto 
rental  expense,  promotional  allowance,  licenses, 
and  miscellaneous  expenses. 

Warehouse   Expense 

Warehouse  expense  is  the  direct  cost  of 
operating  the  warehouse,  such  as  salaries  of  the 
supervisory,  handling,  and  clerical  staff,  health 
and  welfare  expense,  compensation  insurance, 


payroll  taxes,  supplies,  demurrage,  equipment 
depreciation,  repairs  on  machinery  and  equip- 
ment, outside  storage,  equipment  rental,  and 
miscellaneous  expenses. 

Delivery    Income    and    Expense 

Delivery  income  consists  of  fees  obtained 
from  retailers  for  delivery  under  cost-plus  pro- 
grams and  of  income  from  backhauls. 

Delivery  expense  consists  of  salaries  of 
supervisors  and  truck  drivers,  and  direct  truck- 
ing expenses  such  as  compensation  insurance, 
payroll  taxes,  tires,  gas,  oil,  supplies,  repairs, 
licenses  and  road  taxes,  depreciation,  truck 
leasing,  transfer  and  drayage  expense,  and  sun- 
dry expenses. 

tdministrative   Expense 

Administrative  expense  consists  of  salaries 
of  officers,  supervisors,  and  clerical  staff  associ- 
ated with  the  administration  and  accounting 
functions,  compensation  insurance,  payroll 
taxes,  and  expenses  for  stationery  and  supplies, 
repairs  of  office  equipment,  travel  expenses, 
telephone  and  telegraph,  postage,  credits  and 
collections,  dues  and  subscriptions,  donations, 
legal,  accounting,  and  professional  fees,  em- 
ployee welfare,  employer  group  life  and  hospital 
insurance,  equipment  rental  and  supplies,  auto- 
mobile lease,  fidelity  and  burglary  insurance, 
depreciation  of  office  equipment,  and  miscella- 
neous expenses. 

linilding   Expense 

Building  expense  covers  all  of  the  occupancy 
expenses  of  the  warehouse,  office  building,  and 
cash-and-carry  branches,  and  consists  of  main- 
tenance salaries,  compensation  insurance,  pay- 
roll taxes,  operating  supplies,  fuel,  light,  water, 
gas,  building  repairs,  protective  service,  rent, 
taxes  and  insurance  on  real  estate  and  equip- 
ment, amortization  of  leasehold  improvements, 
and  miscellaneous  expenses. 


Operating   Income    Before   Taxes 

Total  operating  expenses  are  deducted  from 
total  margin  and  revenue  to  determine  income 
before  taxes  earned  from  operations. 


THE  TOTAL  BUSINESS 


The  development  of  complete  merchandising 
programs  by  affiliated  wholesale  food  distrib- 
utors is  indicated  in  table  2  which  shows  the 
average  sales  mix  in  1962  and  1963.  The  sales 
mix  is  the  share  contributed  by  each  depart- 
ment to  total  sales.  The  data  shown  in  table  2 
represent  only  those  wholesalers  who  have  all 
four  merchandising  departments  —  groceries, 
meat,  produce,  and  frozen  food. 

TABLE  2. — Percentage  distribution  of  wholesale 
food  sales,  by  departments ,  1962  and  1963 


Department 

1962 
(average, 
20  firms) 

1963 
(average, 
19  firms) 

1962-63 
average 

Grocery 

Percent 

72.8 

14.5 

5.6 

7.1 

Million 

dollars 

490 

Percent 
70.3 
17.5 
7.0 
5.2 
Million 
dollars 
646 

Percent 
71.5 

Meat 

16.0 

Produce 

6.3 

Frozen  food    

Total  sales 

6.2 

Million 

dollars 

568 

Table  2  shows  that  meat  and  produce  depart- 
ment sales  increased  as  a  percent  of  total  sales 
from  1962  to  1963  while  grocery  and  frozen  food 
departments  decreased.  These  changes  may  be 
due  to  different  firms  reporting  in  the  two 
periods,  but  may  also  reflect  the  increasing  im- 
portance of  perishables  in  warehouse  distribu- 
tion programs.  The  grocery  department,  while 
decreasing  as  percentage  of  total  sales,  remains 
the  largest  volume  department,  accounting  for 
more  than  70  percent  of  the  total  sales  volume ; 
the  perishables  departments  account  for  the  re- 
mainder. 

The  comparative  statements  of  income  for  all 
departments  for  the  three  business  volume 
groups,  based  on  annual  sales,  are  shown  in 
table  3.  The  data  represent  averages  of  those 
firms  reporting.  Each  item  of  income  and  ex- 
pense is  shown  as  a  percentage  of  total  sales. 

Table  3  shows  that  the  small  firms  had  a 
higher  total  margin  and  revenue  than  either 
the  medium  size  or  the  large  firms.  At  the  same 
time,   the   small   firms   had   the   highest   total 


Table 


-ALL  DEPARTMENTS :  Income  and  expenses  as  percent  of  total  sales,  wholesale  food 
distributors,  by  size  of  business  volume,  1962  and  1963 


Small 

Medium 

Large 

Item 

1962 
(average, 
16  firms) 

1963 
(average, 
15   firms) 

1962-63 
average 

1962 
(average, 
15   firms) 

1963 
(average, 
16   firms) 

1962-63 
average 

1962 
(average, 
15  firms) 

1963 
(average, 
17   firms) 

1962-63 
average 

Net  sales 

Percent 

99.44 

.56 

Percent 
99.21 
.79 

Percent 
99.33 
.67 

Percent 

98.61 

1.39 

Percent 
98.77 
1.23 

Percent 

98.69 

1.31 

Percent 

99.53 

.47 

Percent 
98.79 
1.21 

Percent 
99.16 

Service  fees 

.84 

Total  sales 

Cost  of  goods  sold 

100.00 
94.43 

100.00 
94.29 

100.00 
94.36 

100.00 
94.87 

100.00 
94.99 

100.00 
94.93 

100.00 
94.97 

100.00 
94.80 

100.00 
94.88 

Gross  margin  on  sales 

Operating  revenue: 
Advertising 

5.57 

.09 

1.06 

.21 

5.71 

.10 
.98 
.19 

5.64 

.10 

1.02 

.20 

5.13 

.36 

1.36 

.11 

5.01 

.27 

1.03 

.08 

5.07 

.32 

1.20 

.09 

5.03 

.15 
.74 
.19 

5.20 

.21 
.80 
.07 

5.12 
.18 

Purchase  discounts 

.77 

Other 

.13 

Total  margin  and  revenue 

6.93 

6.98 

6.96 

6.96 

6.39 

6.68 

6.11 

6.28 

6.20 

Operating  expenses: 

Merchandising  and  turnover 

Selling 

.59 

.94 

1.48 

(.07) 

1.08 

1.46 

.45 

.09 

.55 
.93 
1.41 
(•19) 
1.19 
1.66 
.34 

.57 

.94 

1.44 

(.13) 

1.14 

1.56 

.40 

.04 

.36 

.61 
1.27 
(.24) 
1.08 
1.40 
.48 
.04 

.35 

.64 

1.13 

(.19) 

.96 

1.22 

.41 

.14 

.35 

.63 

1.20 

(.22) 

1.02 

1.31 

.45 

.09 

.37 

.60 

1.52 

(.22) 

.91 

1.24 

.41 

.01 

.28 

.61 

1.43 

(.23) 

1.04 

1.22 

.35 

.10 

.33 

.60 

Warehouse 

1.48 

Delivery  income  1 

Delivery  expense 

Administrative 

(.23) 

.98 

1.23 

Building 

.38 

Other 

.06 

Total  operating  expenses 

6.02 

5.89 

5.96 

5.00 

4.66  _, 

4.83 

4.84 

4.80 

4.83 

Operating  income  before  taxes 

.91 

1.09 

1.00 

1.96 

1.73 

1.85 

1.27 

1.48 

1.37 

1  Delivery  income  is  reported  in 
grams)  for  delivery  to  the  store. 


the  Operating  Expense  category  when  a  separate  charge  is  made  (cost-plus  pro- 
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operating  expenses.  The  higher  operating  ex- 
perienced by  the  small  firms  resulted 
in  their  having  the  lowest  average  operating 
income  before  taxes  while  the  medium  firms  had 
the  highest  operating  income  before  taxes. 

Higher  total  margin  and  revenue  in  the  lower 
volume  groups  was  probably  a  result  of  their 
using  higher  markups  to  cover  fixed  costs,  such 
ministrative  costs,  which  do  not  increase 
proportionately  with  increases  in  business 
volume.  Lower  operating  expenses  in  larger 
firms  are  due  to  many  factors  but  only  those 
which   can   be   derived   from   material   in   this 


study  will  be  discussed.  First,  and  possibly  most 
important,  supervisory  and  administrative  costs 
do  not  increase  proportionately  with  increases 
in  business  volume,  nor  do  merchandising,  sell- 
ing and  building  expenses.  Second,  larger  vol- 
ume businesses  may  use  the  telephone  more  in 
their  buying  and  selling  activities  as  opposed  to 
personal  contact  by  smaller  firms.  Third,  smaller 
volume  firms  have  higher  delivery  expenses  be- 
cause of  smaller  size  deliveries  and  more  fre- 
quent stops.  The  fourth  factor  is  lower  turn- 
over expenses  in  higher  volume  firms  because  of 
a  faster  inventory  turnover  rate. 


INDIVIDUAL  DEPARTMENTS 


This  section  presents  a  detailed  statement  of 
income  and  expenses  for  each  major  merchan- 
dising department  for  which  such  data  were 
obtained.  The  merchandising  departments  to 
be  discussed  are  Grocery,  Produce,  Frozen 
Foods,  Meats,  and  Cash-and-Carry. 

Table  4  shows  the  income  and  expenses  as  a 
percent  of  sales  by  departments  for  all  firms  in 
1962  and  1963.  Tables  5,  6,  7,  8  and  9  show  the 
income  and  expenses  as  a  percent  of  sales  for 
each  merchandising  department  by  size  of  firms 
in  1962  and  1963.  A  brief  list  of  commodities 
sold  by  each  department  precedes  each  depart- 
mental comparison,  and  a  statement  of  high- 
lights follows  each  comparison. 


Grocery 

Grocery  department  sales  consist  of  all  non- 
perishable  products  such  as  packaged,  canned, 
and  glass-pack  foods,  health  and  beauty  aids, 
grocery  store  supplies,  tobacco,  and  other  non- 
food items. 

Table  2  showed  that  groceries  averaged  71.5 
percent  of  total  sales  in  the  two  periods  for  the 
firms  operating  the  four  departments.  All  firms 
in  this  study  reported  handling  groceries.  Table 
5  shows  the  average  comparative  income  state- 
ments for  the  grocery  departments  in  1962  and 
1963  and  the  2-year  average,  by  business  vol- 
ume groups. 

The  small  firms  had  total  margin  and  revenue 
averaging  7.04  percent  of  grocery  sales  in  1962- 
63,  as  compared  with  6.95  percent  for  medium 
sized  firms  and  5.80  percent  for  large  firms. 
Operating  expenses  were  highest  for  small 
firms  and  lowest  for  large  firms.  Although  small 
firms  had  the  highest  total  margin  and  revenue 
they  also  had  the  highest  operating  expenses, 
which  resulted  in  their  having  the  lowest 
operating  income  before  taxes — 1.06  percent  of 
grocery  sales  as  compared  with  1.69  and  1.42 
percent,  respectively,  for  medium  size  and  large 
firms. 

Operating  revenue  represented  a  larger  per- 
centage of  the  grocery  sales  dollar  than  of  the 
total  business  dollar.  This  is  because  grocery 
departments  are  offered  more  purchase  dis- 
counts than  other  departments  and  they  take 
advantage  of  these  discounts  by  paying  bills 


promptly.    Lower   operating   expenses    in   the 
larger  business  volume  firms  may  be  attributed 
to  factors  previously  discussed. 


Produce 

Produce  departments  sell  fresh  fruits  and 
vegetables,  such  as  potatoes,  bananas,  apples, 
oranges,  and  lettuce,  and  produce  department 
supplies  for  use  in  retail  stores. 

As  shown  in  table  2,  produce  sales  increased 
as  a  percent  of  the  total  sales  mix  from  5.6  per- 
cent in  1962  to  7.0  percent  in  1963. 

There  were  19  firms  in  this  study  which  re- 
ported handling  of  produce  in  1962  and  24  firms 
in  1963.  Table  6  summarizes  the  accounting 
data  for  produce  departments,  by  size  or  total 
business  volume  of  the  firms. 

Table  6  shows  that  the  small  firms  had  lower 
total  margin  and  revenue  (7.18  percent  of 
produce  sales,  1962-63)  than  medium  size  firms 
(10.55  percent  of  produce  sales)  or  large  firms 
(11.77  percent  of  produce  sales).  The  small 
firms  also  had  lower  total  operating  expenses 
for  the  2-year  average  than  either  the  medium 
size  firms  or  the  large  firms,  but  the  lower 
margin  and  revenue  resulted  in  their  having 
an  operating  loss  before  taxes  of  1.58  percent 
of  produce  sales.  Medium  size  firms  had  an 
average  operating  income  before  taxes  of  1.60 
percent  of  produce  sales  and  the  large  firms  had 
2.69  percent. 

The  lower  total  margin  and  revenue  in  the 
lower  volume  firms  was  probably  a  result  of 
their  handling  only  a  limited  line  of  produce 
such  as  potatoes,  citrus,  and  onions. 

The  lower  operating  expenses  experienced  by 
the  smaller  business  volume  firms  were  prob- 
ably due  to  their  handling  a  limited  line  of 
produce  and  delivering  mixed  loads  of  produce 
and  groceries.  They  probably  did  not  provide 
the  extensive  refrigeration  in  warehousing  and 
delivery  provided  by  the  larger  volume  dis- 
tributors. 

Operating  expenses  were  higher  for  produce 
than  for  groceries  because  of  the  lower  dollar 
value  of  produce,  smaller  order  sizes,  and  the 
higher  expenses  for  handling  produce  in  order 
to  maintain  quality,  as  compared  with  groceries. 
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Table  5. 


-GROCERY  DEPARTMENT:   Income  and  expenses  as  percent  of  total  grocery  sales, 
ivholesale  food  distributors,  by  size  of  business  volume,  1962  and  1963 


Small 

Medium 

Large 

Item 

1962 
(average, 
16  firms) 

1963 
(average, 
15  firms) 

1962-63 
average 

1962 
(average. 
15  firms) 

1963 
(average, 
16  firms) 

1962-63 
average 

1962 
( average. 
15  firms) 

1963 
(average, 
17  firms) 

1962-63 
average 

Net  sales 

Percent 

98.17 

1.83 

Percent 

99.13 

.87 

Percent 
98.65 
1.35 

Percent 

98.28 

1.72 

Percent 

98.61 

1.39 

Percent 
98.45 
1.55 

Percent 

98.67 

1.33 

Percent 
98.58 
1.42 

Percent 
98  63 

Service  fees 

1.37 

Total  sales 

100.00 
94.61 

100.00 
94.39 

100.00 
94.50 

100.00 
95.03 

100.00 
94.87 

100.00 
94.95 

100.00 
96.11 

100.00 
95.40 

100.00 

Cost  of  goods  sold 

95.76 

Gross  margin  on  sales 

5.39 

.10 

1.44 

.15 

5.61 

.11 

1.06 

.22 

5.50 

.11 

1.25 

.18 

4.97 

.19 

1.61 

.17 

5.13 

.36 

1.36 

.11 

5.05 

.28 

1.48 

.14 

3.89 

.17 

1.30 

.19 

4.60 

.29 

1.12 
.04 

4.24 

Operating  revenue: 
Advertising 
Purchase  discounts 

.23 
1.21 

Other 

.12 

Total  margin  and  revenue 

7.08 

7.00 

7.04 

6.94 

6.96 

6.95 

5.55 

6.05 

5.80 

Operating  expenses: 

Merchandising  and  turnover 

Selling 

.67 

.89 

1.60 

(.13) 

1.12 

1.83 

.42 

.04 

.49 
.76 
1.26 
(.09) 
1.14 
1.60 
.36 

.58 

.83 

1.43 

(.11) 

1.14 

1.71 

.39 

.02 

.63 

.50 
1.39 
(.40) 
1.11 
1.65 
.51 
.13 

.36 
.61 

1.27 
(.24) 
1.08 
1.40 
.48 
.04 

.49 

.56 

1.33 

(.32) 

1.10 

1.52 

.49 

.08 

.41 

.39 
1.29 
(.25) 

.87 
1.21 

.35 

.28 

.49 

1.35 

(.26) 

.95 

1.24 

.36 

.08 

.35 

.44 

Warehouse 

1.32 

Delivery  income x 

(.26) 

.91 

1.22 

Delivery  expense 

Administrative 

Building 

.36 

Other 

.04 

Total  operating  expenses 

6.44 

5.52 

5.98 

5.52 

5.00 

5.26 

4.27 

4.49 

4.38 

Operating  income  before  taxes 

.64 

1.48 

1.06 

1.42 

1.96 

1.69 

1.28 

1.56 

1.42 

1  Delivery  income  is  reported  in 
grams)  for  delivery  to  the  store. 


the  Operating  Expenses  category  when  a  separate  charge  is  made  (cost-plus  pro- 


TABLE  6. — PRODUCE  DEPARTMENT:   Income  and  expenses  as  percent  of  total  produce  sales, 
wholesale  food  distributors,  by  size  of  business  volume,  1962  and  1963 


Small 

Medium 

Large 

Item 

1962 
( average, 
3  firms) 

1963 

(average, 
2  firms) 

1962-63 
average 

1962 
( average, 
5   firms) 

1963 
(average, 
8  firms).1 

1962-63 
average 

1962 
(average, 
11  firms) 

1963 
(average, 
14  firms) 

1962-63 
average 

Net  sales 

Percent 
100.00 

Percent 

97.43 

2.57 

Percent 
98.72 
1.28 

Percent 

99.82 

.18 

Percent 

99.86 

.14 

Percent 
99.84 
.16 

Percent 

99.15 

.85 

Percent 
98.88 
1.12 

Percent 
99.02 

Service  fees 

.98 

Total  sales 

100.00 
91.20 

100.00 
94.45 

100.00 
92.82 

100.00 
88.26 

100.00 
90.70 

100.00 
89.48 

100.00 
87.83 

100.00 
88.84 

100.00 

Cost  of  goods  sold 

88.34 

Gross  margin  on  sales 

8.80 

5.55 

7.18 

11.74 

(.04) 
.01 

9.30 

(.09) 
.18 

10.52 

(.07) 
.10 

12.17 
.13 

11.16 

(.02) 

.13 

(.02) 

11.66 

Operating  revenue: 
Advertising 
Purchase  discounts 

(.01) 
.13 

Other 

(.01) 

Total  margin  and  revenue 

8.80 

5.55 

7.18 

11.71 

9.39 

10.55 

12.30 

11.25 

11.77 

Operating  expenses: 

Merchandising  and  turnover 

Selling 

.66 
2.36 
2.62 
(.87) 
2.61 
1.02 

.33 

.70 
3.44 
2.11 

.67 

1.72 

.15 

.68 
2.90 
2.37 
(.44) 
1.64 
1.37 

.24 

.55 

2.40 

2.26 

(1.07) 

3.02 

1.09 

.85 

.24 

.48 
1.60 
1.76 
(.28) 
2.12 
2.30 
.57 
.01 

.52 
2.00 
2.01 
(.68) 
2.57 
1.70 
.71 
.12 

.50 
1.35 
2.63 
(.34) 
2.88 
1.29 

.74 

.40 
1.03 
2.78 
(.83) 
3.22 
1.68 
.82 
.02 

.45 
1.19 

Warehouse 

2.70 

Delivery  income ' 

(.59) 

Delivery  expense 

3.05 

Administrative 

1.49 

Building 

.78 

Other 

.01 

Total  operating  expenses 

8.73 

8.79 

8.76 

9.34 

8.56 

8.95 

9.05 

9.12 

9.08 

Operating  income  before  taxes 

.07 

(3.24) 

(1.58) 

2.37 

.83 

1.60 

3.25 

2.13 

2.69 

1  Delivery  income  is  reported  in  the  Operating  Expense  category  when  a  separate  charge  is  made  (cost-plus  pro- 
grams) for  delivery  to  the  store. 
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Frozen    Foods 

Sales  in  frozen  food  departments  consist  of 
all  packaged  frozen  food  products  (except  whole 
frozen  poultry),  such  as  poultry  cuts,  canned 
juices,  concentrates,  vegetables,  and  prepared 
foods. 

As  shown  in  table  2,  sales  of  frozen  foods  as 
a  percentage  of  total  sales  mix  declined  from 
7.1  percent  in  1962  to  5.2  percent  in  1963  in 
those  firms  reporting  operations  in  all  four 
departments. 

In  this  study  33  firms  reported  operating 
frozen  food  departments  in  1962  and  28  in  1963. 
The  data  from  the  accounting  reports  of  these 
firms  are  summarized  in  table  7. 

Total  margin  and  revenue  for  small  firms 
averaged  9.60  percent  of  frozen  food  sales  for 
1962-63  while  the  medium  size  firms  and  the 
large  firms  averaged  S.98  and  9.85  percent  of 
frozen  food  sales,  respectively.  Total  operating 
expenses  varied  more  among  the  business 
volume  groups  than  total  margin  and  revenues. 
The  small  firms  had  the  highest  average  oper- 
ating expenses  (7.48  percent  of  frozen  food 
sales) ,  medium  sized  firms  had  6.90  percent,  and 
large  firms  had  the  lowest,  5.71  percent  of 
frozen  food  sales.    Average  operating  income 


before  taxes  was  2.12  percent  of  frozen  food 
sales  in  small  firms,  2.09  percent  in  medium 
sized  firms,  and  4.14  percent  in  large  firms. 

Total  margin  and  revenue  for  frozen  foods  is 
higher  than  that  for  groceries.  This  reflects  the 
higher  markup  required  to  cover  the  handling 
costs  of  frozen  foods,  operating  expenses  of 
freezer  equipment  in  the  warehouse  and  of  re- 
frigerated delivery  trucks,  and  higher  shipping 
costs  for  smaller  orders.  The  variations  in  aver- 
age operating  expenses  among  the  business  vol- 
ume groups  were  probably  due  to  costs  which 
do  not  increase  proportionately  with  increases 
in  business  volume.  Average  operating  expenses 
for  frozen  foods  were  considerably  higher  than 
for  groceries,  reflecting  the  higher  costs  in 
handling  frozen  foods. 

There  are  at  least  five  major  factors  affecting 
operating  costs  and  profits  in  frozen  food  dis- 
tribution.  These  factors  are: 

1.  Average  size  of  orders. 

2.  Labor  productivity  in  terms  of  man-hours 
per  $100  of  sales. 

3.  Average  hourly  wage  rates. 

4.  Capital  investment  required  for  frozen 
foods  operations  as  measured  by  (a)  in- 
ventory, (b)  special  handling  equipment 
and  storage  facilities,  and  (c)  special  de- 
livery equipment. 


Table  1.— FROZEN  FOOD  DEPARTMENT:  Income  and  expenses  as  percent  of  total  frozen  food 
sales,  wholesale  food  distributors,  by  size  of  business  volume,  1962  and  1963 


Small 

Medium 

Large 

Item 

1962 
(average. 
7   firms) 

1963 
(average. 
4  firms) 

1962-63 
average 

1962 

( average. 
12  firms! 

1963 
(average. 
10   firms) 

1962-63 
average 

1962 
I  average. 
14  firms) 

1963 
(average, 

13  firms) 

1962-63 
average 

Net  sales 

Percent 

99.98 

.02 

Percent 
98.86 
1.14 

Percent 
99.42 
.58 

Percent 

98.80 

1.20 

Percent 
97.66 
2.34 

Percent 
98.23 
1.77 

Percent 

99.08 

.92 

Percent 
98.98 
1.02 

Percent 
99.03 

Service  fees_ 

.97 

Total  sales 

100.00 
91.01 

100.00 
90.75 

100.00 
90.88 

100.00 
91.22 

100.00 
92.11 

100.00 
91.66 

100.00 
91.66 

100.00 
89.89 

100.00 

Cost  of  goods  sold 

90.77 

Gross  margin  on  sales 

Operating  revenue: 

Advertising 

Purchase  discounts 

Other 

8.99 
.06 

9.25 

.34 
.57 

9.12 

.17 

.32 

8.78 

.01 
.37 
.02 

7.89 

.07 
.68 
.14 

8.34 

.04 
.52 
.08 

8.34 

.15 
.19 
.01 

10.11 

.27 

.64 

(.02) 

9.23 

.21 

.42 

(.01) 

Total  margin  and  revenue 

9.05 

10.16 

9.60 

9.18 

8.78 

8.98 

8.69 

11.00 

9.85 

Operating  expenses: 

Merchandising  and  turnover 

Selling 

1.02 
.62 
1.98 
(.01) 
1.26 
1.36 
1.40 
.16 

.83 

1.72 
1.50 

.83 

1.66 

.63 

.93 
1.17 
1.74 
(.01) 
1.04 
1.51 
1.02 

.08 

.70 

.38 

1.82 

(.19) 

2.15 

1.53 

.83 

.11 

.50 

.77 
1.72 
(.20) 
1.77 
1.18 

.72 

.60 

.58 

1.77 

(.20) 

1.96 

1.36 

.77 

.06 

.54 

.43 

1.42 

(.05) 

1.24 

.85 

.55 

.39 

.66 

2.36 

(.20) 

1.51 

1.05 

.62 

.05 

.46 
.54 

Warehouse 

1.89 

Delivery  income ' 

(.12) 
1.38 

Delivery  expense 

Administrative 

.95 

Building 

.58 

Other 

.03 

Total  operating  expenses 

7.70 

7.17 

7.48 

7.33 

6.46 

6.90 

4.98 

6.44 

5.71 

Operating  income  before  taxes 

1.26 

2.99 

2.12 

1.85 

2.32 

2.09 

3.71 

4.56 

4.14 

1  Delivery  income  is  reported  in  the  Operating  Expense  category  when  a  separate  charge  is  made  (cost-plus  pro- 
grams) for  delivery  to  the  store. 
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5.    Frequency  of  delivery. 

The  first  three  factors  explain  about  two- 
thirds  of  the  cost  variation  among  individual 
firms. x 

Meat 

Meat  department  sales  consisted  of  sales  of 
all  fresh,  smoked,  and  dry  meats,  fish,  poultry 
(fresh  and  whole  frozen),  and  meat  department 
supply  items.  Meat  department  sales  averaged 
16.0  percent  of  sales  for  all  departments  for  the 
2-year  period  and  made  the  largest  gain  in  the 
average  sales  mix  for  those  firms  reporting 
operations  in  the  four  departments  (table  2) . 

There  were  two  programs  of  meat  distribu- 
tion reported  in  this  study.  One  was  the  meat- 
packer  shipment  program,  with  30  firms  report- 
ing operations  in  1962  and  30  firms  in  1963,  and 
the  other  was  the  meat  warehouse  program, 
with  2  firms  reporting  operations  in  1963. 

Meatpacker  Shipment   Program 

Under  the  packer  shipment  program,  whole- 
salers consolidate  orders  from  retail  stores  and 
place  the  orders  with  packers  or  processors  who 
deliver  the  meat  to  the  retail  stores.  ~ 

Table  8  shows  the  average  comparative  in- 
come statements  for  distributors  who  used 
meatpacker  shipment  programs  in  the  two 
periods  and  the  2-year  average  for  the  three 
business  volume  groups. 

Table  8  shows  that  small  firms  had  an  average 
total  margin  and  revenue  in  1962-63  amount- 
ing to  2.18  percent  of  meat  sales  as  compared 
with  2.30  percent  and  1.92  percent  for  medium 
and  large  firms,  respectively.  Total  operating 
expenses  of  small  firms  averaged  2.12  percent 
of  meat  sales  while  those  of  medium  and  large 
firms  averaged  1.88  and  1.35  percent,  respec- 
tively. The  net  result  was  an  average  operat- 
ing income  before  taxes  of  0.06  percent  of  meat 
sales  for  small  firms,  0.42  percent  for  medium 
size  firms,  and  0.57  percent  for  large  firms. 

Total  margin  and  revenue  is  lower  for  meat- 
packer  shipment  programs  than  for  other  de- 
partments because  of  at  least  two  factors  which 
can  be  derived  from  the  data  presented.  First, 
traditional  practice  in  the  meatpacking  industry 
is  not  to  offer  purchase  discounts,  and  payment 
terms  are  weekly.  The  second  factor  is  that 
wholesalers  do  not  physically  handle  the  meat, 


1  Bitting,  H.  Wayne,    factors  affecting  cost  of 

WHOLESALE  DISTRIBUTION   OF  FROZEN   FOODS.      U.S.   Dept. 

Agr.  Mktg.  Res.  Rpt.  No.  327,  11  pp.,  June  1959. 

2  LUNDQUIST,  A.  L.  MEAT  DISTRIBUTION  PROGRAMS  OF 
AFFILIATED  FOOD  WHOLESALERS.  U.S.  Dept.  Agr.  ARS 
52-5,  23  pp.,  illus.,  1965. 


as  it  is  shipped  directly  from  the  packer  to  the 
retailer;  thus  the  usual  handling  costs  are 
eliminated.  The  handling  costs  in  the  tables 
(delivery  and  warehouse  expenses)  are  prob- 
ably for  frozen  and  canned  meat  items  and 
meat  department  supplies.  The  major  operat- 
ing expenses  for  meatpacker  shipment  pro- 
grams are  merchandising,  selling,  and  adminis- 
trative. These  expenses  accounted  for  an  aver- 
age of  at  least  80  percent  of  total  operating  ex- 
penses for  meatpacker  shipment  programs  in 
each  of  the  business  volume  groups. 

Meat    Warehouse   Program 

Under  the  meat  warehouse  program,  whole- 
salers distribute  meat  through  their  warehouse 
direct  to  retail  stores. 3 

Only  two  firms  reported  operations  of  meat 
warehouse  programs  in  1963  and  none  reported 
such  operations  in  1962.  One  firm  was  medium 
sized  and  one  was  large. 

Total  margin  and  revenue  amounted  to  6.20 
percent  of  meat  sales  for  the  medium  size  firm 
and  4.76  percent  for  the  large  firm.  Total  oper- 
ating expenses  were  5.49  percent  of  meat  sales 
for  the  medium  size  and  3.64  percent  for  the 
large  firm.  Operating  income  before  taxes  was 
0.71  percent  of  meat  sales  for  the  medium  size 
firm  and  1.12  percent  for  the  large  firm. 

The  higher  markups  required  to  cover  the 
costs  of  handling  meat  under  the  meat  ware- 
house program  than  under  the  packer  shipment 
program  are  reflected  in  the  higher  total  margin 
and  revenue  for  the  meat  warehouse  program. 
These  extra  costs  of  handling  are  also  reflected 
in  comparing  the  operating  expenses  for  both 
programs. 

The  variation  in  expenses  between  the  two 
firms  using  the  meat  warehouse  program  can 
be  attributed,  for  the  most  part,  to  differences 
in  merchandising,  warehouse,  and  delivery  ex- 
penses which  are  the  major  handling  expenses. 

Cash-and-Carry 

Cash-and-carry  units  are  operated  by  food 
wholesalers  to  enable  small-volume,  independent 
retailers  to  purchase  merchandise  at  competi- 
tive prices.  These  units  are  usually  operated  on 
a  self-service  cash  basis.  Grocery  items  appear 
in  all  cash-and-carry  units  and  sometimes  are 
supplemented  with  produce  and  frozen  food. 

A  cash-and-carry  unit  is  treated  as  a  separate 
branch  by  the  wholesaler.  Accounting  for  the 
cash-and-carry  unit  is  similar  to  accounting  for 
the  other  methods  of  wholesale  food  distribu- 


Lundquist,  A.  L.  See  footnote  2. 
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Table  8. — MEAT  DEPARTMEXT:   Income  and  expenses  as  /><rc<  nt  of  total  meat  sales,  wholesale 
food  distributors,  by  size  of  business  volume,  1962  and  1963  x 


Small 

Milium 

Large 

Item 

( average. 
5  firms) 

(average. 
6  firms) 

!-63 
average 

1962 
(average. 
12  firms) 

1963 

(average. 
12  firms) 

62-68 
average 

1962 
i  average, 
13   firms) 

i  average, 
12   firms) 

l!)fi2-63 
average 

Net  sales__ 

Percent 

99.12 

.88 

Percent 
99.65 
.35 

Perce  tit 
99.39 
.61 

Percent 

98.82 

1.18 

Percent 
99.01 
.99 

Percent 
98.91 
1.09 

Percent 

99.42 

.58 

Percent 
98.88 
1.12 

Percent 
99.15 

Service  fees 

.85 

Total  sales 

100.00 

100.00 

100.00 

100.00 
97.86 

100.00 
97.58 

100.00 

97.72 

100.00 
98.24 

100.00 
97.91 

100.00 

Cost  of  goods  sold 

98.07 

Gross  margin  on  sales 

2.11 

1.95 

2.18 

2.14 
.06 

2.42 
(.03) 

2.28 
.02 

1.76 
.01 

2.09 

(.02) 
.02 
(.02) 

1.93 

Operating  revenue: 

Advertising  _ 

(.01) 

Purchase  discounts 

Other     - 

.01 

(-01  ) 

Total  margin  and  revenue 

2.41 

1.95 

2.18 

2.20 

2.39 

2.30 

1.77 

2.07 

1.92 

Operating  expenses: 

Merchandising  and  turnover 

Selling 

.13 
.92 
.29 

.29 
.11 
.17 

.42 
1.21 

.64 
.05 

.27 

1.06 

.14 

.46 
.08 
.08 

.65 
.55 
.16 
(.09) 
.20 
.56 
.06 
.02 

.32 
.66 
.07 
(.04) 
.06 
.52 
.04 
.02 

.49 
.60 
.12 
(.07) 
.13 
.54 
.05 
.02 

.13 
.57 
.03 

.04 
.43 
.02 

.16 
.49 
.11 
(.04) 
.09 
.60 
.05 
.01 

.14 
.53 

Warehouse 

.07 

Delivery  income  * 

(.02) 

Delivery  expense 

Administrative 

Building 

.06 
.52 
.04 

Other 

.01 

Total  operating  expenses 

1.91 

2.. '12 

2.12 

2.11 

1 .65 

1.88 

l  .23 

1.47 

1 .35 

Operating  income  before  taxes     _ 

.r,o 

(.37) 

.00 

.09 

.74 

.42 

.54 

.60 

.57 

1  Includes  only  income  and  expenses  for  meatpacker  shipment  programs. 

:  Delivery  income  is  reported  in  the  Operating  Expense  category  when  a  separate  charge  is  made  (cost-plus  pro- 
grams) for  delivery  to  the  store. 


tion   except   for  special    items   which   are   ex- 
plained below : 

Salary  of  Cash-and-Carry  Branch  Manager. 
The  salary  of  the  cash-and-carry  branch  man- 
ager is  classified  as  selling  expense  even  though 
his  duties  include  buying,  warehousing,  and  ad- 
ministration. 

and  Handling  Charges  Paid  by  the 
Cash-and-Carry  Unit  to  Wholesaler.  Any  serv- 
ice and  handling  charges  paid  to  the  wholesaler 
by  the  cash-and-carry  unit  are  classified  into 
their  respective  functions;  for  example,  ware- 
house handling  fees  are  charged  to  warehouse 
expenses,  transportation  charges  to  delivery, 
and  accounting  or  home-office  charges  to  admin- 
istrative. 

Salaries  of  Warehousemen.  Salaries  of  ware- 
housemen are  classified  as  warehouse  expense 
although  some  of  their  work  may  consist  of 
sales  activity. 

Cash  Discounts  on  Merchandise  Purchased. 
Most  cash  discounts  on  merchandise  purchased 
by  the  wholesale  house  are  retained  by  the 
wholesale  house  and  not  credited  to  cash-and- 
carry.  However,  purchase  discounts  are  re- 
tained by  the  cash-and-carry  units  on  direct 
purchases  from  manufacturers. 


Advertising  Allowances.  Advertising  allow- 
ances that  may  be  earned  by  the  wholesaler  on 
any  products  shipped  to  the  cash-and-carry  are 
retained  by  the  wholesaler.  The  reason  for  re- 
tention of  the  cash  discounts  and  advertising 
allowances  by  the  wholesaler,  plus  a  separate 
charge  for  the  cost  of  warehouse  and  delivery 
of  products  to  the  cash-and-carry  unit,  is  to 
reflect  the  normal  profit  for  the  wholesale 
supplier.  Consequently,  a  cash-and-carry  opera- 
tion can  operate  on  a  break-even  basis  or  even 
at  a  slight  loss  and  yet  the  wholesaler  may  earn 
a  profit  from  its  operation. 

There  were  18  firms  reporting  operations  of 
cash-and-carry  units  in  this  study  in  1962  and 
13  firms  in  1963.  The  comparative  statements 
of  income  from  these  firms  are  summarized  in 
table  9. 

As  shown  in  table  9,  the  average  total  margin 
and  revenue  for  small  firms  was  4.78  percent  of 
cash-and-carry  sales  in  1962-63.  The  medium 
size  firms  and  the  large  firms  had  total  margin 
and  revenues  averaging  4.03  and  5.46  percent, 
respectively.  Average  total  operating  expenses 
amounted  to  5.28  percent  of  cash-and-carry 
sales  for  small  firms,  4.36  percent  for  medium 
size  firms,  and  5.41  percent  for  large  firms. 
Small  firms  and  medium  size  firms  had  operat- 
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Table  9.— CASH-AND-CARRY  DEPARTMENTS:  Income  and  expenses  as  percent  of  total  cash- 
and-carry  sales,  wholesale  food  distributors,  by  size  of  business  volume,  1962  and  1963 


Small 

Medium 

Large 

Item 

1962 
(average, 
3  firms) 

1963 
(average. 
3  firms) 

1962-63 
average 

1962 
(average, 
8  firms) 

1963 
( average, 
4   firms) 

1962-63 
average 

1962 
(average, 
7   firms 

1963 
(average, 
6  firms) 

1962-63 
average 

Net  sales 

Percent 
100.00 

Percent 
100.00 

Percent 
100.00 

Percent 
100.00 

Percent 
100.00 

Percent 
100.00 

Percent 
100.00 

Percent 
98.39 
1.61 

Percent 
99.20 

Service  fees 

.80 

Total  sales 

100.00 
95.67 

100.00 
95.31 

100.00 
95.49 

100.00 
95.88 

100.00 
96.27 

100.00 
96.08 

100.00 
95.02 

100.00 
95.16 

100.00 

Cost  of  goods  sold 

95.09 

Gross  margin  on  sales 
Operating  revenue: 
Advertising 
Purchase  discounts 

4.33 
.54 

4.69 

4.51 

.27 

4.12 
.15 

3.73 

(.42) 
.48 

3.92 

(.21) 
.32 

4.98 

.87 

4.84 

(.33) 

.57 

4.91 

(.17) 
.72 

Other 

Total  margin  and  revenue 

4.87 

4.69 

4.78 

4.27 

3.79 

4.03 

5.85 

5.08 

5.46 

Operating  expenses : 

Merchandising  and  turnover 

Selling 

.22 

.55 

2.22 

.11 
.38 

.47 

.68 
2.19 
1.80 

.11 

.83 
.99 

.45 
1.37 
2.01 

.11 
.61 
.73 

.06 

.37 

1.89 

.28 
.89 

.02 
1.57 
1.88 

.08 

.46 

1.23 

.04 

.97 

1.88 

.04 

.37 
1.06 

.25 

.97 

2.24 

.18 
.51 
.51 

.08 
2.42 
1.53 

.44 
.87 
.83 

.16 
1.70 

Warehouse 

1.88 

Delivery  income  * 

Delivery  expense 

.31 

Administrative 

.69 

Building 

.67 

Other 



Total  operating  expenses 

3.95 

6.60 

5.28 

3.49 

5.24 

4.36 

4.66 

6.17 

5.41 

Operating  income  before  taxes 

.92 

(1.91) 

(.50) 

.78 

(1.45) 

(.33) 

1.19 

(1.09) 

.05 

1  Delivery  income  is  reported  in 
grams)  for  delivery  to  the  store. 


the  Operating  Expense  category  when  a  separate  charge  is  made  (cost-plus  pro- 


ing  losses  before  taxes  of  0.50  percent  and  0.33 
percent  of  sales,  respectively.  The  large  firms 
had  operating  income  before  taxes  amounting 
to  0.05  percent  of  cash-and-carry  sales. 

The  larger  total  margin  and  revenue  in  the 
large  volume  firms  may  be  attributed  to  the 
handling  of  perishables,  which  require  a  larger 


margin.  The  purchase  discounts  shown  probably 
resulted  from  discounts  on  purchases  made  by 
the  cash-and-carry  unit  directly  from  manu- 
facturers. In  all  probability  the  cash-and-carry 
units  operated  by  larger  firms  made  more  direct 
purchases  from  manufacturers  than  units 
operated  by  smaller  firms. 


STANDARDS   AND   OPERATING   RATIOS 


The  financial  condition  and  the  results  of 
operations  are  of  interest  to  all  businesses.  The 
principal  statements  (balance  sheet  and  income 

.ement).  together  with  supplementary  state- 
ments, present  the  basic  financial  information 
needed  to  make  decisions  regarding  the  busi- 
ness. When  considered  individually,  most  of  the 
items  appearing  in  the  statements  are  of  little 
significance.  To  present  a  clearer  picture,  re- 
lationships and  comparisons  should  be  developed 
for  the  various  assets,  liabilities,  long-term 
debt,  and  equity  factors.  In  financial  circles 
these  relationships  and  comparisons  are  called 
ratios.  The  measure  of  what  the  results  of  these 
relationships  and  comparisons  should  have  been 
under    prevailing    circumstances    is    called    a 

ndard. 

This  section  examines  the  more  significant 
operating  ratios  and  standards;  namely,  return 
on  investment,  ratio  of  long-term  debt  to  net 
worth,  current  ratio,  and  annual  inventory  turn- 
over. These  ratios  appear  in  the  financial  state- 
ments discussed  in  this  bulletin.  In  some  cases 
standards  are  not  given  because  the  situations 
under  which  the  individual  wholesalers  operated 
varied  to  the  degree  that  a  general  statement 
for  the  group  is  not  applicable.  The  methodol- 
ogy used  in  computing  ratios  of  combined 
operations  is  shown  at  the  end  of  this  section. 

Return    on    Investment 

In  general,  the  overall  objective  of  a  business 
is  to  earn  a  satisfactory  return  on  the  funds 
invested  in  it,  consistent  with  maintaining  a 
sound  financial  position.  Return  on  investment 
is  the  best  single  measure  of  overall  perform- 
ance of  a  business.  It  is  the  amount  the  whole- 
saler is  earning  on  his  investment.  In  this 
study  it  was  calculated  as  the  percentage  that 
net  income  (before  taxes)  represented  of  net 
worth  (assets  minus  liabilities)  at  the  begin- 
ning of  the  year.  An  increase  in  gross  profit, 
a  decrease  in  expenses,  or  a  decrease  in  income 
taxes  increases  net  income  and  thus  increases 
return  on  investment.  A  high  or  an  increasing 
rate  of  return  on  investment  indicates  financial 
strength. 

In  this  study  small  firms  had  an  average  re- 
turn on  investment  of  16.27  percent,  medium 
size  firms  had  25.93  percent,  and  large  firms 
21.81    percent.     Thus,    on   the   average,    firms 


participating  in  this  study  were  reporting  an 
attractive  return  on  investment. 

Long-Term    Debt   to    Net   Worth 

The  ratio  of  long-term  debt  to  net  worth  com- 
pares the  amount  of  long-term  notes  payable, 
mortgages,  and  other  long-term  indebtedness  to 
the  capital  or  total  stockholders'  equity  at  the 
end  of  the  period. 

Long-term  debt  is  used  effectively  in  many 
firms  because  they  are  able  to  obtain  a  greater 
return  on  the  funds  than  the  interest  paid  on 
funds  borrowed.  Some  firms  use  long-term  debt 
effectively  by  providing  funds  to  qualified  re- 
tailers for  establishing  retail  outlets  or  for 
adding  new  product  lines  and  new  service  pro- 
grams. As  shown  in  figure  1,  there  was  no  ap- 
parent relationship  between  return  on  invest- 
ment and  the  ratio  of  long-term  debt  to  net 
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RATIO  OF  LONG-TERM  DEBT  TO  NET  WORTH 

Figure  1. — Return  on  investment  in  relation  to  ratio 
of  long-term  debt  to  net  worth,  31  affiliated  food 
wholesalers,  1963. 
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worth.  One  firm  that  had  no  long-term  debt 
had  a  return  on  investment  of  53.64  percent, 
while  another  firm  had  a  ratio  of  long-term 
debt  to  net  worth  of  1.21  to  1  and  had  a  return 
on  investment  of  27.38  percent. 

Current  Ratio  (Working  Capital  Ratio) 

The  current  ratio  (often  termed  the  working 
capital  ratio)  is  the  ratio  between  current  assets 
and  current  liabilities.  This  is  the  most  com- 
monly used  of  all  balance  sheet  ratios.  It  not 
only  serves  as  a  measure  of  the  company's 
liquidity  but,  more  important,  it  seeks  to  pro- 
vide a  margin  of  safety  for  management  to 
maintain  in  order  to  allow  for  a  flow  of  funds 
through  the  current  asset  and  current  liability 
accounts  to  meet  the  current  needs  of  the 
business. 

Current   Assets 

Current  assets  are  those  which  are  reasonably 
expected  to  be  converted  into  cash  or  sold  dur- 
ing the  normal  operating  cycle  of  the  business, 
generally  within  one  year.  Current  assets  in- 
clude cash,  accounts  receivable  from  the  trade 
less  allowance  for  doubtful  accounts,  invento- 
ries, supplies,  and  prepaid  expenses. 

Consideration  of  the  proportion  of  various 
types  of  current  assets  is  important  in  inter- 
preting the  current  ratio.  Even  though  two 
companies  may  have  the  same  current  ratios, 
one  company  may  have  a  high  percentage  of 
current  assets  in  form  of  cash,  making  it  more 
liquid  than  one  with  a  high  percentage  in  in- 
ventory. 

Current   Liabilities 

Current  liabilities  are  obligations  which  are 
due  and  payable  within  a  period  of  one  year 
from  the  date  of  the  Statement  of  Financial 
Condition  and  require  the  use  of  current  assets 
or  the  creation  of  other  current  liabilities  for 
liquidation. 

Current  liabilities  include  notes  payable,  ac- 
counts payable  to  the  trade,  accrued  property 
taxes,  and  provision  for  income  taxes. 

As  shown  in  table  10,  the  current  ratios  of 
the  firms  in  the  study  were  relatively  close  to 
the  usually  accepted  standard  of  2  to  1.  How- 
ever, having  a  current  ratio  relatively  close  to 
or  higher  than  this  standard  does  not  neces- 
sarily indicate  that  the  firm  is  in  a  strong 
financial  position.  A  firm  may  have  a  current 
ratio  of  2  to  1  at  the  end  of  the  period,  but  a 
major  portion  of  its  current  liabilities  may  come 
due  the  next  day,  requiring  the  firm  to  use  its 
cash  and  to  liquidate  other  current  assets.  The 
firm,  in  fact,  would  then  have  a  much  higher 


Table    10.— CURRENT   RATIOS:    Wholesale 
food  distributors,  by  size  of  firms,  1962  and 
1963 


Sales  volume 

1962 

1963 

1962-63 

Low 

High 

Low 

High 

average 

Large  

Medium    

Small    

0.86:1 
1.52:1 
1.34:1 

3.59:1 
3.65:1 
5.34:1 

0.53:1 
1.02:1 
1.24:1 

2.93:1 
4.06:1 
3.95:1 

1.91:1 
2.18:1 
2.26:1 

current  ratio,  but  its  financial  position  would 
be  weaker  rather  than  stronger. 

By  the  same  token,  a  low  current  ratio  may 
not  indicate  a  weak  position.  At  the  end  of  a 
period  a  firm  could  have  a  current  ratio  of  2.5 
to  1,  and  start  an  expansion  program.  The 
program  may  increase  current  assets  more 
than  it  increases  current  liabilities  but  the  cur- 
rent ratio  may  drop.  This  decrease  may  re- 
flect the  result  of  a  well-carried-out  expansion 
program  rather  than  a  weakening  of  the  com- 
pany's liquid  position. 

Annual    Inventory   Turnover 

Annual  inventory  turnover  is  an  indication  of 
the  velocity  with  which  merchandise  moves 
through  the  business.  Excess  inventories  tie 
up  funds  that  could  be  used  in  other  ways  to 
better  advantage  and  may  increase  the  amount 
of  taxes,  insurance,  storage,  and  other  expenses. 
Excess  inventories  also  add  to  the  risk  of  loss 
through  price  declines  and  deterioration  or  ob- 
solescence of  the  merchandise.  An  increase  in 
annual  inventory  turnover  must  be  a  goal  for 
each  firm.  A  decrease  in  annual  inventory  turn- 
over may  be  a  significant  danger  signal. 

According  to  figure  2,  warehouse  and  turn- 
over expenses  decrease  as  a  percent  of  sales  as 
the  inventory  turnover  rate  increases.  Sales 
costs  reached  their  peak  at  an  annual  rate  of 
10  to  15  turns  and  then  declined.  There  was  ap- 
parently no  significant  relationship  between 
merchandising  (buying)  costs  and  inventory 
turnover  rate  for  the  firms  participating  in  this 
study. 

The  ranges  and  average  of  inventory  turn- 
over for  the  departments  of  the  three  sizes  of 
participating  firms  are  summarized  in  table  11. 

Table  11  shows  that  the  firms  with  higher 
total  sales  volumes  had  higher  average  annual 
turnover  rates.  This  difference  in  inventory 
turnover  is  due  to  several  factors.  Merchandise 
moves  more  rapidly  through  higher  volume 
firms.  The  difference  between  costs  of  buying 
less  than  carloads  or  less  than  truckloads  and 
costs  of  buying  full  loads  may  be  great  enough 
to  cause  small  volume  firms  to  purchase  full 
loads  even  though  they  cannot  move  merchan- 
dise as  quickly  as  large  firms. 
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Figure  2. — Distribution  of  costs  as  percentage  of  gro- 
cery department  sales  in  relation  to  annual  inven- 
tory turnover,  39  affiliated  food  wholesalers,  1963. 
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Table  11. — Annual  inventory  turnover  of  wholesale  food  distributors,  by  departments  and  business 

volume  groups,  1962  and  1963 


Department 

Small 

Medium 

Large 

Average 

1962 

1963 

1962 

1963 

1962 

1963 

Grocery : 
Range 
Average 

6.5-24.8 

12.4 

35.6 
35.6 

5.7-21.9 
10.2 

14.4-21.9 
17.1 

6.83-15.36 
11.58 

18.51-33.55 
26.01 

5.25-6.95 
5.84 

3.80-18.14 
11.20 

10.2-22.7 
15.1 

37.2-148.0 
86.1 

6.6-34.3 
17.5 

10.8-24.0 
17.3 

12.77-21.29 
15.91 

12.83-126.74 
75.95 

8.58-22.43 
14.69 

15.67-16.67 
16.17 

12.1-30.2 
19.4 

14.8-113.8 
72.0 

8.5-31.2 
17.98 

9.8-19.1 
15.7 

14.15-24.53 
17.68 

35.19-126.74 
73.05 

8.52-18.35 
13.61 

15.59-17.68 
16.83 

1~5.26 

Produce: 
Range 
Average 

6L01 

Frozen  Food : 
Range 
Average 

lT.37 

Cash-and-Carry : 
Range 
Average  _ 

15.58 

Method    Used    in    Computing    Ratios   of   Combined    Operations 


T<>tal  sales 
Ending  inventory 


=  Sales  per  ending  inventory  dollar 


Total  sales 
Stockholders'  equity 


=  Sales  per  ending  equity  dollar 


Total  sales 

Long-term  debt  and 
stockholder's  equity 


=  Sales  per  ending  equity  and  long-term  debt  dollar 


1963  sales  —  1962  sales 
1962  sales 


=  Percentage  change  in  sales 


Long-term  debt 
Net  worth 


=  Ratio  of  long  term  debt  to  net  worth 


Current  assets 
Current  liabilities 


=  Current  ratio,  also  termed  working  capital  ratio 


Net  income  (before  or  after  tax) 
Net  worth,  beginning  of  year 


=  Return  on  investment 


Extent  of  leasing  to  net  worth : 

Warehouse  facilities 
Net  worth  (end  of  year) 

Retail  stores: 

Rent  expense 
Net  worth  (end  of  year) 

Rent  income 
Net  worth  (end  of  year) 

1963  pretax  earnings  — 
1962  pretax  earnings 

1962  pretax  earnings 


=  Extent  of  leasing  to  net  worth  (warehouse  facilities) 


=  Extent  of  leasing  to  net  worth  (retail  stores) 


=  Extent  of  income  from  leasing  to  net  worth  (retail  stores) 


Percentage  change  in  pretax  earnings 
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1963  after-tax  earnings 
1962  after-tax  earnings 

1962  after-tax  earnings 


=  Percentage  change  in  after-tax  earnings 


Net  profit  before  taxes 

Current  assets  — 
current  liabilities 


=  Ratio  of  net  profit  before  taxes  to  working  capital 


Net  profit  after  taxes 

Current  assets  — 
current  liabilities 


=  Ratio  of  net  profit  after  taxes  to  working  capital 


Backhaul  income 
Grocery  sales 


Ratio  of  backhaul  income  to  grocery  sales 


Annual  cost  of  goods  sold 
Average  inventory 


Annual  inventory  turnover 
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